FRj|CISCO  11111 U 

3  1223  06803  3415 


REF 
354. 
Sa578in 
July  13, 
2000 


SAN  FRANCISCO 

DEPARTMENT  OF  TELECOMMUNICATIONS 
AND  INFORMATION  SERVICES 

INTERNET  ECONOMIC  IMPACT  TASK  FORCE 


AGENDA  AND  MINUTES 


July  13,  200O 


(As  far  as  is  known,  this  Task  Force  held  only  one  meeting.) 


SAN  FRANCISCO 


DEPARTMENT  OF  TELECOMMUNICATIONS 
AND  INFORMATION  SERVICES 

INTERNET  ECONOMIC  IMPACT  TASK  FORCE 

AGENDA  AND  MINUTES 

July  13,  200O 
(As  far  as  is  known,  this  Task  Force  held  only  one  meeting.) 


San  Francisco  Public  Library 

Government  Information  Center 
San  Francisco  Public  LibrBry 
100  Lsrkin  Street,  5lli  Floof 
San  Francisco,  CA  94102 

REFERENCE  BOOK 

Not  to  be  taken  from  the  Library 


pepartment  of  Telecommunications  and  Information  Services 
City  and  County  of  San  Francisco 

DOCUMENTS  DEPT. 

NOTICE 

I  ^        I  ■  w  I-  FRANCISCO 
MEETING  OF  THE  ,  BRA^v 
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SAN  FRANCISCO 
AGENDA  PUBLIC  LIBRARY 

There  is  one  action  item  on  this  agenda. 
All  other  items  on  this  agenda  are  for  discussion  purposes  only. 


1)  CALL  TO  ORDER  AND  ROLL  CALL 

Alicia  Becerril,  Supervisor 
Alicia  Bert,  Mayor's  Office 

Denise  Brady,  Dept.  of  Telecommunications  &  Information  Services 
Emilio  Cruz,  Mayor's  Office  of  Economic  Development 
Joe  Quinn,  Office  of  the  City  Attorney 
Severin  Campbell.  Office  of  the  Budget  Analyst 
Ed  Harrington,  Controller 

Jay  Banfield,  Office  of  the  Treasurer  &  Tax  Collector 


2)  AB1784  -  CALIFORNIA  INTERNET  TAX  FREEDOM  ACT  ACTION  ITEM 

(Documents  associated  with  this  item  are  listed  at  the  end  of  this  agenda  i 

Assembly  Bill  1 784  extends  the  sunset  date  of  the  California  Internet 
Tax  Act,  which  prohibits  local  governments  from  imposing  taxes  on 
Internet  access,  online  computer  services,  the  use  of  Internet  access 
or  online  computer  sen/ices;  bit  or  bandwidth  taxes;  or  any 
discriminatory  taxes  on  online  computer  services  or  Internet  access, 
until  January  1,  2005.  The  Task  Force  will  make  a  recommendation  to 
the  State  Legislative  Committee. 
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a) 


Public  comment 


b) 


Discussion 


c) 


Vote  on  recommendation  to  State  Legislative  Committee 


3) 


OTHER  PENDING  LEGISLATION 


FOR  DISCUSSION  ONLY 


4)  DISCUSSION  OF  FUTURE  ISSUES  TO  BE  ADDRESSED  BY  THE  TASK  FORCE 

FOR  DISCUSSION  ONLY 


5)  GENERAL  PUBLIC  COMMENT 


6)  ADJOURNMENT 
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Digitized  by  the  Internet  Archive 
in  2015 


https://archive.org/details/agendainternete1320sanf_0 


COMMUNICATIONS  PAGE 
COMMUNICATIONS  RECEIVED  FROM  DTIS 


1 .  National  Association  of  Counties  Legislative  Alert,  dated  April  17,  2000, 
regarding  Internet  Tax  Moratorium 

2.  E-mail,  dated  March  15,  2000,  including  a  URL  of  a  discussion  on  Internet 
sales  taxes. 

3.  E-mail,  dated  May  31,  2000,  regarding  Internet  sales  taxes. 

4.  E-mail,  dated  May  31,  2000,  regarding  the  passage  of  A.B.  2412. 

5.  E-mail,  dated  June  5,  2000,  including  San  Mateo  County  Times  article  about 
the  passage  of  A.B.  2412. 

6.  E-mail,  dated  June  7,  2000,  including  ZDNet  News  article  regarding  Internet 
sales  taxes. 

7.  E-mail,  dated  June  9,  2000,  including  San  Jose  Mercury  News  editorial 
regarding  Internet  sales  taxes. 

8.  E-mail,  dated  June  9,  2000,  including  Cox  News  Sen/ice  article  regarding 
Internet  sales  taxes. 

9.  E-mail,  dated  June  15,  2000,  including  GovTech.Net  article  regarding 
Congressional  Internet  policy. 

10.  E-mail,  dated  July  3,  2000,  regarding  A.B.  1784,  including  bill  text  and  Senate 
Local  Government  Committee  analysis. 

11.  E-mail,  dated  July  5,  2000,  including  Cox  News  Service  article  about  Internet 
tax  moratorium. 


Please  Note: 

•  General  written  materials  submitted  by  the  public  to  the  Telecommunications  Commission 
review,  that  are  not  associated  with  a  specific  deadline,  should  be  sent  to  Jason  Weiner. 
Office  of  the  Treasurer  &  Tax  Collector,  City  Hall  Room  140.  1  Dr.  Carlton  B.  Goodletl 
Place,  San  Francisco,  CA  94102, 

•  Correspondence  should  be  received  no  later  than  5;00  p.m.  ten  (10)  days  (normally  a 
Friday)  prior  to  the  scheduled  Task  Force  meeting  in  order  to  be  listed  on  the 
Communications  section  of  the  upcoming  agenda.  All  correspondences  received  after  this 
date  will  be  listed  on  future  agendas. 
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Supporting  documents  for  these  agenda  items  are  available  for  public  review  at  the 
San  Francisco  Main  Public  Library,  Government  Documents  Section,  5'^  Floor,  or  by 
contacting  Jason  Weiner,  Office  of  the  Treasurer  &  Tax  Collector.  (415)  554-4403. 
jason_weiner@ci.sf.ca.us.  Please  note  that  there  is  a  5-cent  per  page  charge  for 
photocopying  applicable  Task  Force  documents  at  the  Treasurer's  Office,  payable  at 
the  time  of  service.  Copies  of  correspondence  are  available  for  public  review  at  the 
address  listed  above. 
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SUNSHINE  ORDINANCE 


KNOW  YOUR  RIGHTS  UNDER  THE  SUNSHINE  ORDINANCE  (Chapter  67  of  the  San  Francisco 
Administrative  Code). 

Government's  duty  is  to  serve  the  public,  reaching  its  decisions  in  full  view  of  the  public 
Commissions,  boards,  councils  and  other  agencies  of  the  City  and  County  exist  to  conduct  the 
people's  business.  The  Sunshine  Ordinance  assures  that  deliberations  are  conducted  before  th».- 
people  and  that  City  operations  are  open  to  the  peoples'  review. 

FOR  MORE  INFORMATION  ON  YOUR  RIGHTS  UNDER  THE  SUNSHINE  ORDINANCE  OR  TO 
REPORT  A  VIOLATION  OF  THE  ORDINANCE.  CONTACT  THE  SUNSHINE  ORDINANCE  TASK 
FORCE. 

For  more  information  on  your  rights  under  the  Sunshine  Ordinance,  to  obtain  a  copy  of  the  Ordinance 
or  to  report  a  violation  of  the  Ordinance,  contact  Rachel  Arnstine  O'Hara.  Clerk  at  The  Sunshine 
Ordinance  Task  Force  City  Hall,  Room  362,  1  Dr.  Carlton  B.  Goodlett  Place.  San  Francisco.  CA 
94102-4683,  (email)  Rachel_ArnstineO'Hara@ci.sf.ca.us,  (phone)  415/554-6083. 

Attention:  Individuals  and  entities  that  influence  or  attempt  to  influence  local  legislative  or 
administrative  action  may  be  required  by  the  San  Francisco  Lobbyist  Ordinance  [SF  Admin  Code 
16.520  -  16.534]  to  register  and  report  lobbying  activity.  For  more  information  about  the  Lobbyist 
Ordinance,  please  contact  the  Ethics  Commission  at  1390  Market  Street,  Suite  701.  San  Francisco. 
CA  94102,  telephone  415/554-9510,  fax  415/703-0121  or  web  site  at  www.ci.sf.ca.us/ethics/ 


DISABILITY  ACCESS 

The  San  Francisco  City  Hall  is  wheelchair  accessible.  Accessible  seating  for  persons  with 
disabilities,  including  those  using  wheelchairs,  is  available. 

The  closest  accessible  BART  station  is  the  Civic  Center  station,  located  at  the  intersection  of  Grove. 
Hyde,  and  Market  Streets. 

Accessible  MUNI  bus  lines  serving  City  Hall  are  the  19  Polk,  42  Downtown  Loop.  9  San  Bnjno.  and 
the  7  Haight/Noriega.  Accessible  MUNI  lines  are  the  J,  K.  L,  and  M.  Disabled  parking  is  available  at 
designated  points  along  Van  Ness,  McAllister,  Grove,  and  Polk  streets.  For  more  information 
regarding  MUNI  accessible  services,  call  415/923-6142. 

Individuals  with  severe  allergies,  environmental  illness,  Multiple  Chemical  Sensitivities,  or  other 
disabilities  should  contact  (415)  554-6060  or  TDD/TTY  at  (415)  554-6252.  for  inquines.  In  order  to 
assist  the  City  in  accommodating  persons  with  such  disabilities,  attendees  at  all  public  meetings  are 
reminded  that  other  persons  may  be  sensitive  to  chemically  based  products.  Please  help  the  Crty  to 
accommodate  these  individuals. 

American  Sign  Language  interpreters,  sound  enhancement  devices,  information  m  alternative  format 
and/or  Stenocaptioning  will  be  available  upon  request. 

Please  make  your  request  for  reasonable  accommodations  at  least  72  hours  in  advance  of  any  public 
meeting  or  hearing. 
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LEGISLATIVE  ALERt' 


Contact:  Ralph  Tabor,  Associate  Legislative  Director  tor  I  axaiioii  and  l  iruncc 

(Tel.  202/942-4254;  Fax:  202/942-4281;  e-mail:  rtabor  anaco.org 

April  17. 

2000 


Urgent    Immediate  Action  Needed! 


Talk  to  Your  Representative  and  Senators  During  the  Easter  Recess  and 
Urge  Them  To  Oppose  Extension  or  Expansion  of  the  Internet  Ta,\ 
Moratorium  —  Pass  the  enclosed  County  Board  Resolution  and  Sent!  it 
to  Your  Congressional  Delegation 


Internet  tax  issues  are  now  heating  up  in  the  Congress.  Bills  have  been  introduced  to 
extend  the  current  Internet  tax  moratorium  for  five  more  years  and  for  a  permanent  extension  of 
the  moratorium.  Legislation  has  been  introduced  to  enact  into  law  the  Supreme  Court  decision 
to  restrict  the  authority  of  states  to  collect  taxes  only  in  their  own  state  (physical  nexus). 
Legislation  also  has  been  introduced  in  the  House  to  implement  the  pro  business  prop>osals 
included  in  the  report  of  the  Advisory  Commission  on  Electronic  Commerce. 

The  Senate  Commerce  Committee  is  expected  in  May  to  mark  up  legislation  (S  2255) 
to  extend  the  Internet  tax  moratorium  for  five  more  years.  NACo  is  working  with  a  bipartisan 
group  of  Senators  to  amend  the  bill  to  authorize  states  to  require  collection  of  remote  sales  and 
use  taxes  if  states  simplify  their  sales  tax  system.  The  senators  would  accept  a  short  extension 
of  the  moratorium  that  is  linked  to  the  simplification  of  state  and  local  sales  taxes 

The  House  Commerce  and  Judiciary  Committees  also  plan  hearings  and  markups  on 
legislation  in  May.  House  Speaker  Dennis  Hastert  has  told  both  committees  to  report 
legislation  by  the  end  of  May  to  extend  the  moratonum  and  permanently  ban  all  Internet  access 
taxes. 


The  Senate  will  be  in  recess  until  April  25  and  the  House  until  May  2   It  is  cnticai  that 
you  talk  to  your  senators  and  representatives  during  the  Easter  recess.  Urge  them  to  oppose 
any  changes  in  the  Internet  tax  moratorium  unless  it  is  linked  to  sales  tax  simplification  Explain 
that  the  current  moratorium  does  not  expire  until  October  21 .  2001 — 17  months  from  now  Let 
them  know  how  a  10  or  20  percent  loss  in  state  and  local  sales  tax  revenues  over  the  next  few 
years  will  impact  your  county. 


Urge  your  county  board  to  adopt  the  enclosed  resolution  on  Internet  taxes  and 
send  it  to  your  Congressional  delegation.  This  is  a  critical  time  and  they  need  to  hear 
from  you. 


(  ouiitN .  State 


Resolution  on  delayin«  congressional  action  on  iiiti  r  lu  i       inor  aiur  iuni 

Whereas  out-of-state  remote  sellers  who  conduct  sales  via  the  internet,  mail  order,  and  phone 
are  not  required  by  law  to  collect  existing  sales  and  use  taxes  imposed  by  state  and  local  governments; 
and 

Whereas  the  primary  barrier  to  collecting  taxes  on  remote  sales  is  the  Supreme  court's  rulmg  in 
Quill  V.  North  Dakota  which  defers  to  Congress  to  authorize  sates  to  require  remote  sellers  to  collect 
taxes  in  a  manner  that  does  not  unduly  burden  Interstate  commerce;  and 

Whereas  state  and  local  governments  are  working  toycthcr  lo  implement  a  streamlined  sales  lax 
system  that  would  simplify  definitions,  tax  rates  and  tax  base^  and  u^c  2 1  '  Century  technology  in  the 
collection  process;  and 

Whereas  current  laws  create  a  compctitnc  disadvantage  and  ureal  inequities  beiucen  merchants 
who  sell  from  traditional  "brick-  and  -mortar"  cstablishmcnls  and  ihosc  who  sell  from  electronic  stores; 
and 

Whereas  increasing  sales  on  the  Internet,  and  the  resultiny  cro^uni  ot  sales  and  use  tax  revenues, 
will  limit  the  ability  of  states  and  governments  and  school  districts  to  finance  essential  public  serx'ices 
such  as  police,  fire,  emergency  medical  service,  education,  social  serv  ices,  infrastructure  development, 
and  healthcare;  and 

Whereas  a  recent  University  of  Tennessee  study  estimates  that  state  sales  tax  revenue  losses  in 
2003  will  exceed  $10  billion;  and 

Whereas  the  Advisory  Commission  on  Electronic  Commerce  failed  to  reach  a  legally  required 
consensus  on  fair  and  equitable  treatment  of  both  remote  sellers  and  "Main  Street"  retailers  and  also 
proposed  that  Congress  preempt  state  and  local  sovereignty  guaranteed  by  the  U.  S.  Constitution: 

Therefore  be  it  resolved  that  County  supports  simplification  of  state  and 

local  sales  taxes,  and  urges  states  to  move  expeditiously  to  develop  and  approve  model  simplification 
legislation;  and 

Be  it  further  resolved  that  Congress  should  not  extend  or  expand  the  current  moratonum  until 

its  expiration  in  October  200 1 ;  and 

Be  it  further  resolved  that  if  state  and  local  governments  choose  to  negotiate  a  brief  extension 

of  the  existing  moratorium  as  part  of  a  broader  bill,  such  an  extension: 

•  Should  only  be  effective  for  a  short  period  of  time  (no  more  than  \^\o  years); 

and 

Must  be  linked  to  states'  successfully  implementing  sales  tax  simplification,  which  would 
trigger  Congressional  authorization  of  expanded  duty  to  collect  use  taxes  on  remote 

sales. 


Author:     Jay  Banfield  at  -TAX-COLLECTOR-CITYHALL 
Date:  5/24/00      5:03  PM 

Priority:  Normal 
TO:   Jason  Weiner 

Subject:   Taxing  Sales  Over  the  Internet:   Discussion  at  NLC  Meeting 
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Date : 


Subj  ect 
Author : 


Taxing  Sales  Over  the  Internet:  Discussion  at  NLC  Meeting 

Millie  Aranda  at  -CTL- ISD- 1155 -MARKET- 9 
03/15/2000   8 : 30  AM 


TO:      INTERNET  ECONOMIC   IMPACT  TASK  FORCE: 


Forward  Header 


Subject:  Taxing  Sales  Over  the  Internet:  Discussion  at  NLC  Meeting 
Author:      "Dale  Bowen"   <bowen@pti . nw . dc . us>  at  -ctl - internet -po 
Date:  03/14/00   10:50  AM 


Dear  UCTITF, 

Below  is  a  URL  that  briefly  highlights  a  discussion  on  taxing  sales  over 
the  Internet  at  this  week's  NLC  Congressional  City  Conference  in  Washington. 

http : //web . lexis -nexis . com/ more/publ ic -technology/ 12058/5604442/ 1 

Dale  Bowen 

Director  of  Online  Services 
Public  Technology,  Inc. 
202-626-2456 
bowen@pti . nw . dc . us 

PTI ' s  mission  is  to  bring  the  benefits  of  technology  to  local  government. 


Author:     Jason  Weiner  at   -TAX- COLLECTOR -CITYHALL 
Date :  5/31/00      10:29  AM 

Priority:  Normal 

TO:  Jay  Banfield,  Alicia  Becerril  at  -BOARD -OF- SUPERVISORS,  Alicia  Bert  at  -CAO- CITYHALL, 
Denise  Brady  at  -CTL- ISD- 1155 -MARKET- 9 ,   Severin  Campbell  at  -BUDGET -ANALYST, 
Emilio  Cruz  at  -CAO-CITYHALL,    Ed  Harrington  at  -CTL-ADMIN-CITYHALL-109, 

Josepn  Quinn  at  -CITY-ATTORNEY 
CC:   Julie  Brandt  at  -CAO-CITYHALL,   Tripta  Gupta  at  -CTL-ADMIN-CITYHALL-109, 

Anne  Jenkins  at  -CTL-ADMIN-CITYHALL-109,    Susan  Leal, 

Liza  Lowery  at  -CTL- ISD- 115 5 -MARKET- 9 ,    Laurie  Pantell  at  -BOARD -OP -SUPERVISORS, 
Brian  Roberts  at  -CTL- ISD- 1155 -MARKET- 9 ,    Benjamin  Rosenfield  at  -CAO-CITYHALL. 

Bal  Sablad  at  -CITY-ATTORNEY,   Jason  Weiner 
Subject:  AB  2412    (Migden/Aroner )    -  Clicks  &  Mortar  -  Letters  Needed  - 
 Message  Contents  


  Forward  Header   

Subject:  AB  2412    (Migden/Aroner)    -  Clicks  &  Mortar  -  Letters  Needed  - 
Author:     Brian  Moura  <Brian . MouraOci . san-carlos . ca . us>  at  -ctl - internet -po 

Date:  05/25/00    06:50  PM 


Good  news.     AB  2412    (Migden/Aroner),   the  Clicks  &  Mortar  bill  sponsored  by 
the  Northern  California  Independent  Booksellers  has  passed  the  Assembly 
Appropriations  Committee.     It  now  heads  for  the  Assembly  Floor  for  a  crucial 
vote . 

I've  provided  a  sample  letter  and  a  list  of  key/critical  votes  the 
booksellers  and  the  League  will  need  to  go  after  to 

pass  the  bill.     Be  sure  to  send  a  letter  to  your  Assemblymember  asking  for 

an  AYE  vote  on  AB  2412  when  it  reaches  the  floor. 

Especially  if  your  city  is  home  to  one  of  the  members  listed  below. 

--  Brian  Moura,   San  Carlos 


Audie  Bock   (16th  District) 


Alameda,   Oakland,   and  Piedmont 


Dennis  Cardoza   (26th  District) 


cities  of:  Atwater,  Ballico,  Cressy,  Ceres,  Crows  Landing,  Delhi,  Dos  Palos. 
EL  Nido,  Gustine,  Hilmar,  Keyes,  Livingston,  Los  Banos ,  Santa  Nella,  Merced, 
Modesto,  Newman,   Patterson,   Planada,   Le  Grand,   Solida,   Snelling,  South  Dos 

Palos,   Stevenson,   Turlock,   Vernalis,   Westley,   and  Winton. 


Lou  Correa   (69th  District) 


cities  of  Anaheim,   Fountain  Valley,   Garden  Grove,   Orange  and  Santa  Ana 


John  Dutra    (20th  District) 

Fremont,   Newark,    Milpitas,    San  Jose 

Dean  Florez    (30th  District) 

Bakersfield,    Fresno,    Lemore,   Shafter,  Taft 

Sally  Havice    (56th  District) 
Bellflower,   Lakewood,   Long  Beach 

Ted  Lempert   (21st  District) 

Southern  San  Mateo  County:  The  cities  of  Atherton,   Belmont,   East  Palo  Alto, 
Foster  City,   Half  Moon  Bay,   Menlo  Park,    Portola  Valley,   Redwood  City,  San 
Carlos,   Woodside  and  surrounding  unincorporated  areas.    (Emerald  Hills) 

Northern  Santa  Clara  County:  The  cities  of  Los  Altos,  Los  Altos  Hills,  Palo 
Alto,   and  Stanford,   along  with  a  little  bit  of  Cupertino  and  Mountain  View. 

Mike  Honda    (23rd  District) 
San  Jose 

Mike  Machado   (17th  District) 

Escalon,   Lathrop,   Manteca,   Ripon,   Stockton,  Tracy 
George  Nakano   (53rd  District) 

El  Segundo,   Hermosa  Beach,   Lomita,   Los  Angeles,   Manhattan  Beach,  Palos 
Verdes  Estates,   Redondo  Beach,  Torrance 

Sarah  Reyes    (31st  District) 
Fresno,  Visalia 

<<AB  2412   -  Clicks  and  Mortar  -  Support   -  Lempert   -  May  25,  2000.doc>> 


Author:     Jason  Weiner  at   -TAX- COLLECTOR -CITYHALL 
Date:  5/31/00      10:30  AM 

Priority:  Normal 

TO:   Jay  Banfield,   Alicia  Becerril  at   -BOARD-OF-SUPERVISORS,   Alicia  Bert  at  -CAO-CITYHALL. 
Denise  Brady  at  ~CTL- ISD- 1 155 -MARKET- 9 ,   Severin  Campbell  at  -BUDGET -ANALYST, 
Emilio  Cruz  at  ~CAO-CITYHALL ,    Ed  Harrington  at  -CTL-ADMIN-CITYHALL-109, 

Josepn  Quinn  at  -CITY-ATTORNEY 
CC:   Julie  Brandt  at  -CAO-CITYHALL,   Tripta  Gupta  at  -CTL-ADMIN-CITYHALL-109, 

Anne  Jenkins  at  -CTL-ADMIN-CITYHALL-109,   Susan  Leal, 

Liza  Lowery  at  -CTL- ISD- 1155 -MARKET- 9 ,    Laurie  Pantell  at  -BOARD -OP- SUPERVISORS, 
Brian  Roberts  at  -CTL- ISD- 1155 -MARKET- 9 ,   Benjamin  Rosenfield  at  -CAO-CITYHALL, 

Bal  Sablad  at  -CITY-ATTORNEY,   Jason  Weiner 
Subject:   FW:  AB  2412   -  Clicks  and  Mortar  passes  assembly  floor 
 Message  Contents  

FYI  . 

  Forward  Header   

Subject:   FW:  AB  2412  -  Clicks  and  Mortar  passes  assembly  floor 

Author:     Brian  Moura  <Brian . MouraOci . san-carlos . ca . us >  at  -ctl - internet -po 

Date:  05/30/00   05:50  PM 


Yes,  great  news!  The  next  step  will  be  to  continue  the  letters  to  the 
Senate  Revenue  and  Tax  Committee.     Here's  our  sample  letter  if  you'd 

like  to  add  your  City  to  the  list  of  supporters. 

(And  remember,    if  you're  supporting  AB  2412,   you  need  to  resend  the 
letter  each  time  it  gets  to  a  new  committee.) 

--  Brian  Moura,    San  Carlos 


 Original  Message  

From:   Frances  Medema  [mailto:MedemaF@cacities.org] 
Sent:   Tuesday,   May  30,    2000  4:50  PM 

Subject:    [CSMFO  Members]   Clicks  and  Mortar  passes  assembly  floor 

The  Migden  bill  AB  2412  just  passed  the  Assembly  floor.  This  bill 
establishes  nexus  for     companies  that  operate  both  bricks  and  mortars  stores 
and  affiliated  internet  businesses  to  ensure  that  sales  and  use  tax  are 
collected  from  California  customers  from  both  operations.     This  is  a  real 
victory  -  thank  to  everyone  that  wrote  letters  on  this  bill.     The  next  step 
is  likely  Senate  Rev  &  Tax  and  Senate  appropriations. 


Frances  Medema 

Policy  Analyst 

League  of  California  Cities 

1400  K  Street  Suite  400 

Sacramento,   CA  95814 

phone:  916/658-8218 

fax:  916/658-8240 

email:  medemaf@cacities.org 
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Assembly  approves  "Click  &  Mortar"  Internet  tax  bill 
By  Steve  Geissinger,    SACRAMENTO  BUREAU 
San  Mateo  County  Times 
Article  last  updated: 

Thursday,   June  01,    2000       2:44  AM  MST 

SACRAMENTO  --  Despite  warnings  it  will  drive  business  out  of  California,  the 
state  Assembly  has  approved  a  measure  to  force  Internet  retailers  with  a 

physical  presence  in  California  to  pay  state  sales  taxes. 

The  author.  Assemblywoman  Carole  Migden,   D-San  Francisco,   says  the  bill  is 
intended  to  "level  the  playing  field"  under  current  law. 

Some  Internet  firms  are  related  to  retailers  in  California  but  are  not 
forced  to  pay  sales  taxes  while  retailers  with  stores  in  the  state  must  pay 
the  tax. 

"The  law  ought  to  be  applied  equally,"  says  Migden.    "If  a  California 
retailer  collects  sales  tax,   his  or  her  competitor  down  the  street  ought  to 
collect  sales  tax  too,   regardless  of  whether  the  competing  retailer  engages 

in  e-commerce  sales." 

Over  the  objections  of  Republicans  who  opposed  the  bill,   the  Assembly  on 
Tuesday  sent  the  measure  to  the  Senate  on  a  41-30  vote  --  the  bare  minimum 
required  to  pass  the  bill  out  of  the  80 -seat  house. 

The  legislation,   which  would  not  be  affected  by  the  federal  Internet  tax  act 
that  currently  bars  new  taxes  on  electronic  commerce,   faces  an  uncertain 
future  in  the  Senate  and  before  Democratic  Gov.   Gray  Davis. 

Assemblyman  Keith  Olberg,   R-Victorville ,   called  the  measure  "a  substantial 
tax  increase"  that  will  drive  Internet  business  out  of  state. 

Republican  Assemblyman  Bill  Leonard  of  Redlands  said  California  needs  to 
deal  with  what  he  called  the  fact  that  the  sales  tax  is  an  obsolete  source 
of  income  before  the  problem  curtails  revenue  for  government  services. 

In  a  recent  report,  the  Legislature's  nonpartisan  analyst  said  that  failure 
to  tax  Internet  retailers  threatens  the  sales-tax  revenue  that  accounts  for 
a  third  of  the  state's  budget. 

But  the  report  said  immediate  legislative  action  was  unnecessary,  instead 
recommending  lawmakers  study  the  issue. 


In  arguing  for  Migden's  bill,    supporters  used  the  example  of  Che  book 
industry,   where  Borders  Books  and  Barnes  and  Noble,   both  retailers  with  many 
stores  in  California,   have  legally  separate  Internet  subsidiaries  that  do 

not  collect  sales  taxes. 

Meanwhile,   other  local,   independent  booksellers  with  on-line  operations 
collect  sales  taxes  in  California,   as  do  numerous  retailers  such  as 

Macys.com  because  they  are  based  in  California. 

"These  businesses    (not  collecting  sales  tax)   have  a  tangible  presence  in 
California,   advertise  their  Internet  business  through  their  stores,  accept 
returns  of  Internet  purchases  at  their  stores  and  generally  cross -promote 

themselves  in  all  of  their  advertising,"   says  Migden. 

"The  Board  of  Equalization  should  be  enforcing  the  law  already,   and  our 
legislation  simply  clarifies  what  should  be  current  practice." 


Author:     Denise  Brady  at   -CTL- ISD- 1 155 -MARKET- 9 
Date :  6/1 / 00     3:00  PM 

Priority:  Normal 

TO:   Jason  Weiner  at  ~TAX-COLLECTOR-CITYHALL 
Subject:   Intel's  Grove  Favors  Internet  Taxation 
  Message  Contents  - 


  Forward  Header   

Subject:   Intel's  Grove  Favors  Internet  Taxation 

Author:     Brian  Moura  <Brian . Moura@ci . san-carlos . ca . us>  at  -ctl- internet -po 

Date:  06/07/00    10:24  AM 


Far  more  controversial  and  outspoken  on  Tuesday  than  Gates  was  Intel  Corp. 
Chairman  Andy  Grove.   With  some  prodding  from  senators,   Grove  admitted  he 
favors  Internet  taxation,   a  stance  he  acknowledged  was  not  popular  with  some 

of  his  high-tech  brethren. 

"I  skipped   (the  taxation  and  privacy  issues)   because  I  was  afraid  of  being 

hit  by  my  colleagues  in  the  back,"  Grove  joked. 

"Levying  taxes  on  Internet  goods  is  complicated,"  Grove  admitted.    "But  I 
don't  see  any  reason  not  to  move  in  that  direction." 

Tech  execs  talk  taxes  with  lawmakers 
By  Mary  Jo  Foley,    ZDNet  News 
June  6,    2000   1:49  PM  ET 

http : //www. zdnet . com/eweek/ stories/general/ 0 , 11011,2582681,00. html 
<http : //www. zdnet . com/eweek/ s tories/general/ 0 , 11011,2582681,00. html> 


WASHINGTON  --  Not  one  senator  uttered  the  dreaded  "A"  word. 

At  a  Joint  Economic  Committee  high-tech  summit  hearing  Tuesday,   CEOs  from 
some  of  the  top  high-tech  companies  presented  their  views  on  issues 
pertaining  to  how  best  to  remove  barriers  to  the  new  economy. 

While  education,    Internet  taxation,   privacy,   patents  and  Hl-B  visas  were 
common  themes,   antitrust  regulation  was  not  --  even  though  Microsoft  Corp. 
Chairman  Bill  Gates,   whose  company  is  embroiled  in  a  major  antitrust  action 
involving  the  U.S.  government,   was  second  on  the  guest  list. 

Gates  didn't  talk  antitrust,   and  not  one  of  the  handful  of  Democratic  or 
Republican  senators  attending  the  summit  asked  Gates  for  his  views  on  the 
topic.   Instead,   Gates  focused  his  remarks  on  the  importance  of  technology  to 
the  future  of  education.  He  also  discussed  Microsoft's  need  for  a  relaxation 
of  visa  restrictions  in  order  to  be  keep  fully  staffing  its  software 
proj  ects . 


Stirring  the  pot 


Gates'  and  the  committee  members'  reticence  to  stir  up  controversy  regarding 
Microsoft  was  not  completely  universal,   however.   Staff  members  working  for 


Rep.   Pete  Stark   (D-Calif . )   distributed  a  press  release  to  attendees  that 

criticized  Microsoft's  treatment  of   its  temporary  workers. 

Stark's  literature  claimed  that  "up  to  a  third  of  Microsoft's  workforce  ... 
are  denied  basic  employee  rights,"  such  as  full  health  benefits,  legal 
protection  and  stock  options.   Microsoft  has  faced  repeated  legal  challenges 

to  its  temporary  worker  policies  in  recent  years. 

Another  lobbyist  in  favor  of  campaign- finance  reform  distributed  green 
"Microsoft  monopoly  money"  coupons.    "Guilty  of  repeatedly  violating  federal 
law,   Microsoft  is  now  attempting  to  use  its  political  muscle  and  $3  million 
in  campaign  contributions  to  buy  from  Congress  what  the  facts  failed  to  win 

them  in  court,"  read  the  coupons. 

Far  more  controversial  and  outspoken  on  Tuesday  than  Gates  was  Intel  Corp. 
Chairman  Andy  Grove.   With  some  prodding  from  senators,   Grove  admitted  he 
favors  Internet  taxation,   a  stance  he  acknowledged  was  not  popular  with  some 

of  his  high-tech  brethren. 

"I  skipped   (the  taxation  and  privacy  issues)   because  I  was  afraid  of  being 

hit  by  my  colleagues  in  the  back,"  Grove  joked. 

"Levying  taxes  on  Internet  goods  is  complicated,"  Grove  admitted.    "But  I 
don't  see  any  reason  not  to  move  in  that  direction." 

On  the  privacy  front.  Grove  said  he  believed  it  was  inevitable  that  federal, 
if  not  state,  governments  enter  the  debate.  He  called  user  data,  like  health 
and  financial  records,   the  "currency  of  the  Internet   ...   as  valuable  as  the 

money  in  my  pocket . " 

But  he  cautioned  that  the  best  policy  would  be  one  where  shrink-wrapped 
software  and  data  would  be  treated  the  same  as  Internet/services -based  data. 

Grove  also  spoke  at  length  on  the  importance  to  the  high-tech  segment  of 
expanding  free  trade  with  China,   standardizing  e-commerce  trade  policies  on 
a  global  scale  to  avoid  "e-protectionism, "  and  on  liberalizing  Hl-B  visa 
policies  to  allow  high-tech  companies  to  stave  off  growing  talent  shortages. 


Slipping  schedules:  Hl-B  to  blame? 


Like  Grove,   Gates  offered  opinions  on  the  importance  of  education  and  more 
liberal  Hl-B  visa  policies  to  high  tech  in  general  and  Microsoft  in 
particular . 

"If  anything  can  help  the  tech  industry  move  at  full  speed  in  the  next 
couple  of  years,   it's  the  visa  issue,"  Gates  told  committee  members. 

Gates  added  that  a  lack  of  qualified  developers  has  had  a  direct  impact  on 

the  timeliness  of  Microsoft's  products. 

"We  sit  in  review  meetings    (at  Microsoft)   and  people  say  part  of  the  reason 
(product)   schedules  stretch  out  is  because  people  are  outside   (the  country) , 
waiting  to  come  in. . . .   People  need  to  stand  by  and  waste  time  until  their 
visa  gets  approved." 

Following  his  remarks,   Gates  was  whisked  away  to  attend  a  ceremony  at  a 
Washington  middle  school,   where  Microsoft  launched  its  so-called 
Washington2Washington  technology-in- the-classroom  program. 

On  Wednesday,  Microsoft  is  slated  to  respond  to  the  Department  of  Justice's 
latest  revisions  to  its  proposed  remedy  in  the  DOJ  vs.   Microsoft  antitrust 


case.  Judge  Thomas  Penfield  Jackson  is  expected  by  many  to  issue  his  final 
recommended  remedy  in  the  matter  this  Friday,    after  the  markets  close. 

The  Joint  Economic  Committee  summit  will  resume  on  Wednesday  morning,  with 
presentations  by  Hewlett-Packard  Co.   CEO  Carly  Fiorina,   Walt  Disney  Co. 

Chairman  Michael  Eisner  and  others. 
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EDITORIAL 

The  opinion  of  the  San  Jose  Mercury  News 


Tax  dodge 

California  must  close  online  retail  loophole 

Published  Wednesday,   June  7,    2000,    in  the  San  Jose  Mercury  News 
http : // www . sj mercury . com/premium/ opinion/ edi t/ INTTAX .htm 

IT'S  bad  enough  that  Congress  is  ignoring  the  pleas  of  cities  and  states  to 
extend  sales  taxes  to  the  Internet.   Last  week,   the  Assembly  in  California 

barely  mustered  enough  enthusiasm  to  advocate  its  own  cause. 

Along  party  lines,   Democrats  narrowly  passed  a  bill  designed  to  thwart 
California  retailers  whose  subsidiaries  are  dodging  the  sales  tax  on  items 
sold  to  state  residents  over  the  Web. 

Gateway  computers.   Radio  Shack,   Barnes  &  Noble,   Borders  Books,   and  KB  Toys 
are  among  the  retailers  doing  that.   Some  of  their  competitors  are 
threatening  to  follow  suit  and  create  their  own  dummy  corporations  if  the 
state  doesn't  start  cracking  down.   This  is  an  issue  that  lawmakers  and  Gov. 
Gray  Davis  can't  afford  to  ignore. 

Notwithstanding  the  moratorium  on  new  taxes  on  the  Internet  that  Congress 
recently  extended,   there  is  one  area  in  which  Internet  sales  are  taxed. 
That's  when  the  seller  has  a  physical  presence  --a  store  outlet,  warehouse 
headquarters  or  distribution  center        in  the  state.   The  company  then  must 
collect  taxes  on  all  items  sold,   whether  over  the  counter  or  over  the  Web. 

Many  retailers  with  a  California  presence,   such  as  Macy's,   REI,  and 
Wal-Mart,   and  companies  with  corporate  offices  in  the  state,  like 
Hewlett-Packard,   charge  sales  taxes  on  Internet  sales  to  California 
customers.  Those  that  don't  are  fueling  the  resentment  of  those  that  pay, 
particularly  local,   independent  book  sellers.   They  argue  the  government 
shouldn't  be  giving  Web  retailers  a  competitive  advantage. 

For  example,    customers  at  the  kids'   bookstore,   Hicklebee ' s  m  Willow  Glen, 
pay  the  8.25  percent  sales  tax.   They  can  buy  the  same  book  through 
barnesandnoble.com  without  the  tax   (though  they  do  pay  shipping  costs). 


Overall  Internet  taxation  is  in  Congress'   hands.   But  the  governor  and 


Legislature  can  clarify  the  definition  of  a  presence  or  ''nexus''   to  require 
Web  retailers  with  a  California  operation  to  pay  their  fair  share.  That's 
the  intent  of  AB  2412,   cosponsored  by  Democrat  Assemblywomen  Carole  Miqd#>n 

of  San  Francisco  and  Dion  Aroner  of  Berkeley. 

The  bill  takes  an  appropriately  broad  view  of  nexus:   If  an  Internet 
subsidiary  sells  similar  lines  of  items  and  has  a  similar  name  to  the 
retailer's  parent  company,   then  it  should  charge  the  sales  tax. 

Every  Republican  assembly  member  voted  against   it.   Five  Democrats,  Mike 
Honda  of  San  Jose  among  them,   abstained.    {Honda's  aide  said  he  did  so  out  of 

""deference  to  Hicklebee ' s ' '    --  whatever  that  means.) 

Some  opponents  simply  are  against  Internet  sales  taxes,   period  --  regardless 
of  the  potential  drain  on  the  state  and  county  coffers.  Others,  like 
Assemblyman  Jim  Cunneen  of  Campbell,   said  the  bill  might  discourage  Internet 
companies  from  locating  in  California,   or  California  retailers  from  opening 
Internet  operations.   Cunneen  said  the  bill  was  rash  and  overreaching  and 
would  expand  the  definition  of  nexus  beyond  what  courts  have  allowed. 

What  constitutes  nexus  is  clearly  open  to  interpretation.   Is  there  nexus  if 
an  Internet  operation  shares  a  distribution  center  with  a  brick  and  mortar 
operation,   or  if  its  customers  can  return  items  bought  over  the  Web  to  a 
mall?  Suppose  the  brick-and-mortar  operation  promotes  the  dot-com,   or  sets 
up  a  kiosk  that  allows  customers  to  buy  over  the  Internet  in  the  store  and 
then  pay  no  tax?  In  theory,   at  least,    the  latter  is  possible. 

Migden's  bill  would  force  the  California  Board  of  Equalization,  which 
enforces  tax  laws,    to  take  a  vigorous,   expansive  position  on  which  dot-coms 
should  collect  taxes.   So  far,   the  board  has  been  silent;   it  hasn't  issued  a 
ruling  on  nexus  as  it  relates  to  the  Internet,   and  it  took  no  position  on 
the  bill. 

The  bill's  narrow  passage  may  signal  a  rough  reception  in  the  Senate  but 
not,   we  hope,   a  defeat.   Killing  the  bill  might  encourage  other  merchants  to 
flout  the  sales  tax  in  cyberspace.   If  Davis  and  lawmakers  don't  plug  the 
holes  soon,    they  may  see  massive  leaks  in  revenue  in  years  to  come. 


Letters  to  the  Editor 

Published  Friday,   June  9,    2000,    in  the  San  Jose  Mercury  News 
http : //www . sj mercury . com/premium/opinion/ letters/ letters 9 . htm 

Net  tax  is  a  step  toward  equity 

YOUR  editorial  in  support  of  closing  the  loophole  for  online  retailers 
(Opinion,   June  7)    was  right  on  the  mark  and  a  breath  of  fresh  air  from 
Silicon  Valley.  AB  2412  is  not  an  attempt  to  '"tax  the  Internet''  but  rather 
an  effort  to  restore  tax  equity  in  the  controversial  area  of  Internet  sales 

tax  collection. 

It  is  amazing  that  companies  like  Barnesandnoble.com  claim  that  they  have  no 
physical  presence  in  California  and  therefore  need  not  collect  sales  tax. 
Barnes  &  Noble's  Web  site  and  its  physical  stores  are  closely  affiliated. 
They  cross -promote  one  another,   they  share  warehouses,   they  have 
interlocking  management,   and  they  have  prominent  promotion  of  the  online 
stores  in  the  physical  stores.  They  even  accept  returns  for  merchandise 
purchased  online  at  the  physical  stores. 

The  only  reason  that  these  companies  have  been  allo^.<.-ed  to  evade  sales  tax 
collection  is  because  of  the  political  power  of  the  technolog-/  industry  in 
this  state.   The  Board  of  Equalization  is  afraid  to  touch  Internet 


businesses,   even  those  which  are   in  obvious  violation  of  the  law. 


Stop  applying  a  double  standard  to  Internet  commerce  and  apply  the  same 
rules  that  apply  to  local  businesses.   The  Legislature  should  enact  AB  2412. 

Andy  Ross 

President,   Cody's  Books,  Inc. 
Berkeley 
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Fiorina:   Foes  of  Net  sales  tax  ^unrealistic' 
HP  chief  calls  for  streamlining  system 
Cox  News  Service 

Published  Thursday,   June  8,    2000,    in  the  San  Jose  Mercury  News 
http : / /www. sj mercury . com/premium/business/ docs /early 0  8 .htm 

WASHINGTON  High-tech  executives  and  members  of  Congress  who  want  to  block 
states  from  taxing  online  purchases  should  end  their  ~ "unrealistic ' '  battle, 
Carly  Fiorina,   chief  executive  of  Hewlett-Packard  Co.,   said  Wednesday. 

""It  is  not  realistic  of  our  industry  to  stand  and  say,    "This  taxation  should 
never  be  applied  to  e-commerce, '    ' '   Fiorina  said  on  the  second  day  of  the 
-"High-Tech  Summit''   sponsored  by  the  congressional  Joint  Economic  Committee. 

But  Fiorina  also  conceded  that  the  existing  sales  tax  system  is  far  too 
complicated  to  work  well  on  the  Internet.  Trying  to  collect  all  the  taxes 
now  imposed  by  thousands  of  tax  jurisdictions  would  be   """disastrous,"'  she 
said . 

The  best  course  of  action  is  for  state  and  federal  lawmakers  to  work 
together  to  streamline  sales  taxes,   making  them  uniform  enough  to  fit  ""the 
borderless  nature  of  the  online  economy,''   she  said. 

Currently,   Congress  is  considering  several  bills  that  would  extend  a 
moratorium  on  new  Internet  taxes.  Under  existing  law,   states  can  require 
merchants  operating  within  their  borders  to  collect  sales  taxes  on 
purchases.  But  states  cannot  force  retailers  in  other  states  to  collect 
taxes.   So  an  online  merchant  in  one  state  can  sell  goods  to  residents  of  the 
other  49  states  without  collecting  sales  taxes. 

Many  state  officials  fear  that  as  electronic  commerce  grows,   sales  tax 
losses  will  grow  into  the  tens  of  billions  of  dollars.  To  prevent  that,  the 
National  Governors'  Association  is  coordinating  a  drive  among  states  to 
streamline  sales  taxes  and  is  asking  Congress  to  support  that  approach. 

Fiorina  applauded  such  efforts.    ""What  we  are  calling  for  is  a  concerted 
effort  to  do  the  heavy  lifting  and  bring  our  taxation  system  into  the  modem 
age  so  that  we  can  tax  - -  in  a  fair  way  --  both  online  and  offline 
transactions, ' '    she  said. 
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McCain  is  cool  to  almost  every  other  proposal  made  earlier  this  year  by 
House  Republicans  as  part  of  their  E-Contract  2000.   For  example,  McCain  is 
unenthusiastic  about  a  five-year  moratorium  extension  on  taxes  for  Internet 
purchases  passed  by  the  House  in  May. 

"It  could  wait,"  McCain  said  of  the  moratorium.   He  says  the  moratorium 
effort  fails  to  deal  squarely  with  the  larger  issue  of  f air-and-equal  taxes 
for  Internet,    catalog  and  brick-and-mortar  sales.    "I'm  not  sure  the  states 
and  the  committee  have  the  ability  and  the  courage  to  do  anything,"  he  said. 


McCain:   Put  Brakes  on  Net  Legislation 
GovTech.Net  On  Line 

http : //www. govt ech . net /news /news . phtml?docid=2  000 .06. 12-1030000000000286 

Jun  12,    2000   --  WASHINGTON,   D.C.    --  Republican  Sen.   John  McCain  said  he 
would  use  his  chairmanship  of  the  Senate  commerce  committee  to  slow  what  he 
calls  a  bipartisan  rush  to  pass  Internet  legislation. 

That  stance  puts  the  former  presidential  candidate  at  odds  with  his  party's 
leadership.    "I  do  have  concerns  they  are  rushing  some  legislations  through 
just  so  we  can  gain  the  allegiance  of  Silicon  Valley,"  McCain  said.  "We're 
going  to  be  more  measured  in  our  approach." 

McCain  will  be  dealing  with  Internet  issues  on  Tuesday,   when  the  Senate 
Commerce,   Science  and  Transportation  Committee  will  hold  a  hearing  about 
privacy.   Internet  users  have  voiced  concerns  that  the  personal  information 
they  provide  over  the  Internet  in  purchases  and  other  areas  is  not  secure. 
The  FTC  has  recommended  congressional  action  to  protect  consumer  privacy; 
Web  companies  want  to  avoid  regulations. 

The  GOP  has  been  vocal  and  enthusiastic  in  courting  high-tech  executives  and 
proposing  legislation  to  portray  the  party  as  "digital  defenders"  and  the 
party  of  Internet  enterprise.   Earlier  this  year,   the  House  GOP  unveiled  an 

"E-Contract  2000"  to  snare  support  from  Internet  companies. 

McCain's  Internet  agenda  includes  only  one  measure  now  before  Congress.  It's 
a  bill  that  would  give  electronic  signatures  the  same  force  of  law  as 
pen-and-pencil  contract  signings.   That  bill  cleared  a  House-Senate 
conference  committee  Thursday  night  and  should  have  final  congressional 
approval  this  week. 


McCain  is  cool  to  almost  every  other  proposal  made  earlier  this  year  by 
House  Republicans  as  part  of  their  E-Contract  2000.   For  example,  McCain  is 
unenthusiastic  about  a  five-year  moratorium  extension  on  taxes  for  Internet 

purchases  passed  by  the  House  in  May. 

"It  could  wait,"  McCain  said  of  the  moratorium.   He  says  the  moratorium 
effort  fails  to  deal  squarely  with  the  larger  issue  of  f air-and-equal  taxes 
for  Internet,    catalog  and  brick-and-mortar  sales.    "I'm  not  sure  the  States 
and  the  committee  have  the  ability  and  the  courage  to  do  anything,"  he  said. 


McCain  also  voiced  strong  concerns  about  the  rush  of  Internet 
special - interest  money  into  congressional  coffers  --  money  both  parties  have 
been  actively  seeking.    "They  are  a  major  new  player  in  the  arena.  They  are 
powerful,   and  they  are  here,"  said  McCain,   who  made  campaign - f inance  reform 
a  centerpiece  of  his  presidential  campaign.    "Five  years  ago  they  were 
invisible.   Now  they  are  the  biggest  forces.   Look  at  what  they  are  spending 
on  lobbyists . " 

Democrats  and  Republicans  alike  are  praising  technology's  contributions  to 
economic  growth,   and  they  are  courting  the  industry's  wealth  for  political 
contributions.  As  of  April  1,   computer,   software  and  e-commerce  companies 
and  employees  had  contributed  $90  million  to  candidates  and  political 
parties  for  this  year's  races.   That  is  double  their  contributions  for  the 
election  cycle  of  1992,   according  to  the  non-partisan  Center  for  Responsive 
Politics . 

This  year,   GOP  presidential  candidate  George  W.   Bush  has  received  about 
$815,000  in  computer  industry  donations;  Democratic  candidate  Al  Gore  has 
collected  $363,000  from  January  to  March,    the  center  reported. 

McCain  said  many  House  and  Senate  members  are  wasting  time  on  smaller 
Internet  issues,    such  as  anti-spam  measures  designed  to  end  junk  e-mails, 
while  ignoring  the  more  important,   broader  issues  such  as   Internet  privacy. 

He  said  that  by  the  time  Congress  passes  legislation  to  deal  with  a  specific 
problem,    such  as  junk  e-mail,    "technology  outstrips  the  legislative 
solution."  McCain  also  wondered  whether  his  colleagues   "understand  the 
complexity  of  the  issues." 

"Spam,   cram,    slam  --  there  will  be  a  new  name  for  the  next  problem,"  McCain 
said.    "This  is  why  you  need  to  look  at  privacy.   Technology  will  also  stay 
ahead  of  Congress." 


Tom  Squitieri,   Special  to  Newsbytes 
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Discussion  of  this  bill  will  be  on  the  agenda  for  the  July  13  meeting. 
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Jay: 

AB1784 (Lempert)    re:   3  year  moratorium  on  California  Internet  Tax 
Freedom  Act  is  in  the  Senate.      It  passed  Senate  Local  Government 
Committee  and  will  be  heard  in  Senate  Revenue  and  Taxation  Commitee  on 
July  5.     San  Francisco  has  been  asked  to  take  a  position  on  the  bill. 

Support : 

The  goal  of  AB1784   is  to  prevent  taxation  of  Internet  Access. 
Assemblymember  Lempert ' s  office  states  that  because  local  entities  are 
not  currently  able  to  collect  Internet  acess  taxes,   the  bill  has  no 
impact  on  local  revenue.     Lempert  also  believes  that  by  passing  a 
3 -year  moratorium  on  the  tax,   California  can  send  a  message  to  the 
federal  government  as  it  negotiates  legislation  to  extend  the  federal 
moratorium . 

Opposition : 

The  League  of  California  Cities  opposes  the  3 -year  moratorium  and 
suggests  a  1-year  moratorium  because  of  the  rapid  changes  in 
technology . 


SO,   does  San  Francisco  want  to  weigh  in  on  this  issue?     Vie  can't  get 
an  official  position  before  next  week's  hearing  but  we  can  consider 
the  bill  over  the  Legislature's  summer  recess  and  provide  input  in 
August.     Pasted  below  is  the  text  of  AB1784    (as  amended  on  June  27) 
and  the  lastest  committee  analysis.     Please  circulate  to  Internet  Tack 
Force  and  let  me  know  if  there  is  any  interest.     Thank  you! 

- -Alicia 


AB   1784  - 


-  Bill  Text 


The  people  of  the  State  of  California  do  enact  as  follows: 
SECTION  1.   Section  65004  of  the  Revenue  and 
Taxation  Code  is  amended  to  read: 

65004.    (a)   Except  as  provided  in  subdivision   (b) ,  no 
city,   county,   or  city  and  county  may  impose,   assess,  or 
attempt  to  collect  any  of  the  following: 

(1)  A  tax  on  Internet  access.   Online  Computer 
Services,   or  the  use  of  Internet  access  or  any  Online 
Computer  Services . 

(2)  A  bit  tax  or  bandwidth  tax. 

(3)  Any  discriminatory  tax  on  Online  Computer 
Services  or  Internet  access . 

(b)  The  prohibition  in  subdivision   (a)   against  the  imposition 
of  taxes  shall  not  apply  to  any  new  or  existing  tax  of 
general  application,   including,   but  not  limited  to,   any  sales 
and  use  tax,   business  license  tax,   or  utility  user  tax  that 
is  imposed  or  assessed  in  a  uniform  and  nondiscriminatory 
manner  without  regard  to  whether 

the  activities  or  transactions  taxed  are  conducted  through 
the  use  of  the  Internet,    Internet  access,   or  Online 
Computer  Services. 

(c)  A  cable  television  franchise  fee  may  not  be 
imposed  on  Online  Computer  Services  or  Internet  access 
delivered  over  a  cable  television  system  if  the  Federal 
Communications  Commission,   by  issuing  final  order,   or  a 
court  of  competent  jurisdiction,   by  rendering  a  judgment 
enforceable  in  California,    finds  that  those  are  not  cable 
services  as  defined  in  Section  522  (6)   of  Title  47  of  the 
United  States  Code  and  are,   therefore,   not  subject  to  a 
franchise  fee.   However,    if  that  final  order  or  judgment  is 
overturned  or  modified  by  further  administrative, 
legislative,   or  judicial  action,   that  action  shall  control.  The 
operation  of  this  subdivision  may  be  suspended  by 

contract  between  a  cable  television  franchising  authority 
and  a  cable  television  operator. 

(d)  This  part  shall  become  inoperative  on  January  1, 
2005  . 

0 


Latest  Committee  Analysis  -- 


SENATE  LOCAL  GOVERNMENT  COMMITTEE 

Senator  Richard  K.   Rainey,  Chairman 


BILL  NO:      AB   1784  HEARING:  6/21/00 

AUTHOR:     Lempert  FISCAL:  No 

VERSION:      1/2  6/00  CONSULTANT:  Swenson 

LOCAL  TAXATION  OF  THE  INTERNET 

Background  and  Existing  Law 

In  August  1998,   Governor  Wilson  signed  the  California 
Internet  Tax  Freedom  Act    (AB  1614,   Lempert,    1998).  By 
imposing  a  three-year  moratorium  from  January  1,    1999  to 
January  1,   2002,   the  Act  prohibits  local  governments  from 
imposing  taxes  on  Internet  access,   online  computer 


services,  the  use  of  Internet  access  or  online  computer 
services;  bit  or  bandwidth  taxes;  or  any  discriminatory 
taxes  on  online  computer  services  or  Internet  access. 

The  Act  does  not  prohibit,   however,   a  sales  and  use  tax, 
business  license  tax,   or  utility  user  tax  if  it  is  does  not 
discriminate  against  activities  conducted  through  the  uee  o£ 
the  Internet,    Internet  access,   or  online  computer  services. 
The  Act  also  allows  local  governments  to  impose  cable 
television  franchise  fees  on  online  computer  services  or 
Internet  access  delivered  over  a  cable  television  system  if 
no  Federal  laws  or  regulations  are  violated. 

In  October  1998,   President  Clinton  signed  the  federal 
Internet  Tax  Freedom  Act.     It  set  a  three-year  moratorium  on 
new  or  discriminatory  taxes  on  Internet  access  levied  by 
state  and  local  governments.     It  also  established  the 
Advisory  Commission  on  Electronic  Commerce    (ASEC)    to  make 
recommendations  to  Congress  on  the  taxation  of  Internet 
access  and  sales.     In  April  2000,   ASEC  reported  its  findings 
to  Congress.     Among  its  recommendations  was  a  permanent 
moratorium  on  Internet  access  taxes.     H.R.   3709  (Cox-Wyden) 
would  have  made  the  moratorium  permanent  but  was  amended  in 
the  House  Judiciary  Committee  on  May  4,    2000,    to  adopt  a 
five-year  extension.     It  is  currently  in  the  Senate. 

Proposed  Law 

Assembly  Bill  1784  removes  the  existing  January  1,  2002 
sunset  date  from  the  California  Internet  Tax  Act. 


Comments 

1.  The  hand  the  feeds  us  California  is  a  world  leader 

in 

Internet  related  business  and  the  growth  of  electronic 
commerce  is  almost  certainly  a  factor  in  the  State's  current 
economic  boom.     Taxes  imposed  on  Internet  access  or  online 
computer  services  by  the  State  and  local  governments  could 
restrict  the  growth  and  continued  technological  advances  of 
the  Internet  economy.     In  addition,   access  taxes  could 
threaten  Internet  access  for  Calif ornians  at  home,   at  work, 
and  at  school.     AB  1784  permanently  bans  taxes  on  Internet 
access  and  online  computer  services,   keeping  California  at 
the  forefront  of  this  important  issue  and  protecting  one  of 
its  most  successful  industries. 

2.  What's  the  rush     ?     The  State  moratorium  on  Internet 
access  taxes  doesn't  expire  until  January  1,   2002.  Although 
a  federal  commission  recommended  a  permanent  moratorium  on 
Internet  access  taxes,   Congress  is  considering  only  a 
five-year  extension,   until  April  2006.    In  the  interest  of 
conforming  state  law  to  the  prospective  federal   law,  why 
not  wait  a  year?     There's  still  time. 

3.  Local  revenues     .     While  AB  1784  does  not  directly 

impact 

sales  and  use  tax  revenue,    it  does  permanently  deny  access 
to  a  potential  local  tax  base.     The  Legislature  has  "walled 


off"  other  taxes  from  local  government  access  including  the 
income  tax  and  the  capital  gains  tax.     The  Committee  may 
wish  to  consider  if  the  Legislature  should  peinnanently  deny' 
local  governments  yet  another  potential  source  of  revenue. 

4.  More  information  please  The  Legislative  Analyst's 
Office   (LAO) ,   in  its  January  2000  report,   "California  Tax 
Policy  and  the  Internet,"  recommended  further  study  before 
extending  the  moratorium.     It  specifically  recommended  a 
comprehensive  review  of  the  state's  various 
telecommunications  levies  including  local  franchise  fees, 
local  utility  user  taxes,   and  state  telecommunications 
charges.   In  light  of  Internet  -  related  and  other 
telecommunications  developments  involving  the  industry's 
competitive  structure,   the  existing  structure  raises  issues 
involving  the  equitable  treatment  of  taxpayers  and  the 
rationale  for  many  of  the  levies,   potentially  placing  these 

revenues  in  jeopardy.     Since  these  revenues  fund  specific 
state  programs  and  are  a  source  of  local  discretionary 
revenue,   the  Committee  may  wish  to  consider  asking  the  LAO 
to  unravel  these  issues  prior  to  permanently  extending  the 

moratorium  and  locking  in  the  problems . 

5.  Double  referral     .     If  the  Committee  passes  AB  1784  on 
June  21,   the  measure  must  go  to  the  Senate  Revenue  and 
Taxation  Committee. 


Assembly  Actions 

Assembly  Revenue  and  Taxation  Committee: 
Assembly  Information  Technology  Committee: 
Assembly  Floor:  67-4 


Support  and  Opposition  (6/15/) 

Support     :     America  Online,   American  Electronics 
Association, 

Cal-Tax,   California  Chamber  of  Commerce,  California 
Manufacturers  and  Technology  Association,   EDS,  GTE, 
Internet  Alliance,    Pacific  Bell,   State  Board  of 
Equalization,   San  Diego  Regional  Chamber  of  Commerce. 

Opposition     :     League  of  California  Cities,  California 
Professional  Firefighters,   Cities  of  Camarillo,  Chula 
Vista,   Fontana,   Lakewood,   and  Pleasant  Hill. 
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Senate  rethinking  Internet  tax  bill 
BY  MARILYN  GEEWAX 
Cox  News  Service 

Published  Friday,   June  30,    2000,    in  the  San  Jose  Mercury  News 
http : // www . mercury center . com/ premium/ business /docs /nettax3  0 . htm 

WASHINGTON  --  Last  month,   the  U.S.   House  overwhelmingly  approved  a  bill  to 
block  new  taxes  on  the  Internet  for  at  least  five  years. 

But  instead  of  moving  smoothly  through  the  Senate  as  expected,    the  tax 
moratorium  bill  has  stalled,   and  legislation  intended  to  help  states  collect 
taxes  on  online  transactions  is  gaining  momentum. 

"^The  sales  tax  is  the  backbone  of  most  state  budgets  and  the  foundation  for 
the  funding  of  education,   police,    fire  and  transportation  needs  in  our 
communities,''   Rep.   Spencer  Bachus ,   R-Ala.,   said  Thursday  at  a  House 
subcommittee  hearing  on  his  bill. 

Unless  Congress  lets  states  tax  out-of-state  merchants  who  reach  customers 
in  cyberspace,    ""Internet  retailers  will  continue  to  enjoy  a  tax  haven, 
while  brick-and-mortar  retailers  will  pay  higher  and  higher  taxes  to  make  up 

for  the  revenues  lost, ' '   he  said. 

Many  congressional  staff  members  and  lobbyists  say  the  Bachus  bill,   and  a 
similar  measure  in  the  Senate  sponsored  by  Sen.   Byron  Dorgan,  D-N.D., 
probably  won't  have  time  to  make  it  all  the  way  to  President  Clinton's  desk 
this  year. 

But  the  pro-tax  bills  may  be  gaining  enough  momentum  to  stymie  efforts  in 
the  Senate  to  pass  a  five-year  extension  of  the  current  moratorium  on 
Internet  access  taxes,    as  the  House  did  in  May. 

The  moratorium  lasts  until  October  2001,  and  many  lobbyists  expect  Congress 
to  put  the  matter  off  until  next  year. 


Sales  taxes  are  in  force  in  45  states,   but  states  cannot  force  a  company 


with  no  in-state  store  or  warehouse  to  collect  taxes.  That  means  online 
merchants  and  catalog  companies  generally  collect  taxes  only  from  in-8tace 

customers . 

A  study  by  the  University  of  Tennessee  has  projected  that  as  electronic 
commerce  grows,   states  will  eventually  lose  more  than  $10  billion  annually 

from  untaxed  transactions. 

The  pro-tax  forces  have  been  lobbying  Congress  heavily  to  prevent  such  a 
loss.  They  include  not  only  state  and  local  officials,   but  traditional 
retailers  who  say  they  are  being  put  at  an  unfair  competitive  disadvantage. 

A  new  survey  suggests  tax  policy  does  tend  to  shift  business  away  from  Main 
Street.   Fifty-seven  percent  of  home  Internet  users  said  they  took  sales 
taxes  into  consideration  when  making  purchases,   according  to  a  poll  by  PC 

Data  Online. 

However,   opponents  of  taxing  online  sales  say  merchants  would  be  unduly 
burdened  by  the  maze  of  arcane  rules  in  thousands  of  tcLX  jurisdictions  coast 

to  coast . 

Sales  tax  advocates  respond  by  saying  states  should  be  given  the  time  and 
encouragement  to  create  simple  and  uniform  tax  policies. 

Both  Bachus  and  Dorgan  want  Congress  to  help  states  form  compacts  with 
common  tax  regimes.   While  state  and  local  governments  impose  sales  taxes, 
Congress  would  have  to  give  its  blessing  to  joint  tax  collection  plans. 

Skeptics  say  states  will  never  be  able  to  coordinate  their  tax  policies  well 
enough  to  create  a  single  compact,   but  the  National  Governors  Association 
says  it  needs  only  a  couple  of  years  to  develop  a  uniform  tax  system  under 
which  shoppers  would  pay  the  same  taxes,   whether  buying  in  stores,  by  mail 
or  on  the  Internet . 
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Honorable  Alicia  Becerhl,  Supervisor 
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'  Subject  to  the  approval  of  the  Task  Force 


ORDER  OF  BUSINESS 


1)  CALL  TO  ORDER  AND  ROLL  CALL 

The  meeting  was  called  to  order  by  Jay  Banfield  at  10:35  a.m. 

Present:   Honorable  Alicia  Becerrii,  Supervisor 
Alicia  Bert,  Mayor's  Office 

Brian  Roberts,  Dept.  of  Telecommunications  &  Information  Services 

Joe  Quinn,  Office  of  the  City  Attorney 

Severin  Campbell.  Office  of  the  Budget  Analyst 

Jay  Banfield,  Office  of  the  Treasurer  &  Tax  Collector  -  CHAIR 


2)  AB  1784  -  CALIFORNIA  INTERNET  TAX  FREEDOM  ACT 

[Assembly  Bill  1784  (Lempert)  would  change  the  sunset  date  of  the  California 
Internet  Tax  Freedom  Act  from  Januarv  1,  2002,  to  Januan/  1,  2005.  The  Act 
prevents  any  government  from  assessing  taxes  for  Internet  access  or  usage, 
including  bit  or  bandwidth  taxes  and  discriminator^/  taxes,  but  does  not 
include  sales  and  use  taxes.] 

a)  Public  Comment  There  was  no  public  comment 

b)  Discussion: 

Joe  Quinn  outlined  the  proposed  bill's  text,  expected  effects,  and  current 
status  in  the  Legislature. 

Supen/isor  Becerrii  asked  about  the  definition  of  "discriminatory  taxes." 

Alicia  Bert  reviewed  other  related  legislation  in  the  U.S.  Congress  and 
State  Assembly. 

Alicia  Bert  mentioned  that  a  few  other  cities  and  counties  have  announced 
opposition  to  A.B.  1784,  and  that  the  League  of  Cities  recommends  a  1- 
year  moratorium  instead  of  extending  the  Act  for  3  years. 

c)  Vote  on  recommendation  to  State  Legislative  Committee 

The  Task  Force  voted  unanimously  on  voice  vote  to  recommend  that  the 
City  oppose  A.B.  1784,  requesting  instead  that  the  state  delay  passage  of 
the  bill  and  discuss  it  again  in  one  year. 
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3)  OTHER  PENDING  LEGISLATION 


Joe  Quinn  presented  a  review  of  other  legislative  proposals  being  considered 

by  the  State  Legislature  this  term: 

-  A.B.  2412  (Migden/Aroner):  Would  extend  sales  and  use  taxes  to 
Internet  retailers  with  a  physical  presence  in  the  taxing  municipality. 

It  has  been  passed  by  the  Assembly  and  is  in  committee  in  the  Senate. 

-  S.B.  1377  (Haynes):  A  permanent  exemption  from  sales  and  use  taxes 
in  California  for  all  goods  ordered  on  the  Internet.  Presently  being 
reviewed  by  Senate  committee. 

-  A.B.  2188  (Baldwin):  Similar  to  S.B.  1377.  Presently  in  Assembly 
committee. 

-  S.B.  1933  (Vasconcellos):  Would  create  a  state  committee  to  work  with 
other  states  for  uniform  taxation  rules  on  the  Internet.  It  has  passed 
the  Senate  and  is  in  committee  in  the  Assembly. 

-  S.B.  1949  (Costa):  Directs  government  to  form  committee  to  discuss 
with  other  states  about  a  unified  sales  tax  system.  Passed  by  Senate 
and  is  in  committee  in  the  Assembly. 


4)  DISCUSSION  OF  FUTURE  ISSUES  TO  BE  ADDRESSED  BY  THE  TASK 
FORCE 

Supervisor  Becerril  noted  that  another  CCSF  task  force  is  addressing  the 
digital  divide.  She  suggested  that  another  related  topic  might  be  the 
economic  separation  between  people  in  the  current  economy. 

Brian  Roberts  would  like  the  task  force  to  help  the  City  prepare  for  new  tax 
systems  that  may  come  out  of  federal  and  state  legislation  in  the  next  few 
years. 

Joe  Quinn  will  conduct  a  review  of  other  localities  positions  on  Internet  tax 
issues  and  report  it  at  the  next  meeting  of  the  Task  Force. 

Joe  Quinn  recommended  that  the  Task  Force  monitor  all  federal  and  state 
proposals,  including  tax  issues,  with  impact  on  the  Internet  sector. 

Jay  Banfield  noted  that  the  Task  Force  is  required  to  schedule  a  regular 
meeting  time.  This  will  be  established  before  the  next  meeting. 

5)  GENERAL  PUBLIC  COMMENT 
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There  was  no  public  comment. 
6)  ADJOURNMENT 

The  meeting  was  closed  at  11:25  a.m. 

Respectfully  submitted, 
Jason  Weiner 
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